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The purpose of the research was to assess financial distress among insurance companies in Kenya. Insurance 
Regulatory Authority (IRA) has regulatory responsibility to keep surveillance of insurance companies with regards to 
capital, liquidity and other aspects with overall aim of ensuring stability of the insurance sector in Kenya. The recent 
crisis in the insurance sector where nine insurance firms have gone through financial distress and either collapsed or 
have been placed under statutory management; threatening the immense contribution of the sector to the economy is 
a worrying trend. This crisis points to the missing link between surveillance by regulator and management of 
insurance firms. Specifically, the study examined efficiency as a possible determinant of financial distress in 
insurance companies in Kenya. The study used survey design. Stratified random sampling was applied since the 
population is heterogeneous. The target study covered a total of 45 insurance companies registered with the 
Insurance Regulatory Authority as at 31
st
 December 2012. Purposive sampling was used to select a sample of 15 
companies from the strata. Primary data was collected using questionnaires. Data was analyzed using Statistical 
Package for Social Sciences (SPSS) as tool of data analysis. A regression model was determined to establish the 
relationship between the dependent variable and the independent variables. Pearson’s correlation and regression 
analysis were used for the analysis. The study established significant relationship between efficiency and financial 
distress exists, upon evaluation, relationship had an R
2
 = .293, which meant efficiency explained 29.3% of the 
variance in financial distress. The relationship model provides a weak fit, but indicates that efficiency was one of the 
potential causes of financial distress in insurance companies in Kenya. 
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INTRODUCTION 
 
In Kenya market, Insurance provides employment 
opportunities through its marketing and the distribution 
networks such as direct insurance companies, insurance 
brokers, insurance agents, loss assessors, and loss 
adjustors. It is also important to note that insurance 
contributes to the Gross domestic product (GDP) of this 
country. Besides insurance is an important source of 
funds through it's pooling system. This is in addition to its 
basic role of providing protection to the insured against 
financial loss as well as being a source of security Rand 
(2004).  
In Kenya, at least eight insurance firms have either 
collapsed or have been placed under statutory 
management in the last twenty years and the latest three  
  
 
 
 
 
to undergo financial distress in successive years are: 
Invesco Assurance Company which was placed under 
receivership in 2008, Standard Assurance in 2009 and 
Blue shield placed under statutory management in 2011. 
The others include:- Kenya National Assurance 
Company, United Insurance Company, Lake Star 
Assurance Company, Access Insurance Company and 
Stallion Insurance, Mudaki and Wanjere (2012).  
In the year 2013, Concord Insurance Company became 
the nineth insurance company to collapse. While placing 
it under receivership, Insurance Regulatory Authority 
(IRA) noted that the insurance company failed to meet its 
obligation to stakeholders (IRA, 2013). According to 
Mudaki et al (2012), on average, the experience has 
been that one insurance firm goes under or is placed 
under receivership after every four years since 1985 in 
Kenya. But as shown above, between the year 2008 and 
2013, four insurance companies have collapsed which 
now implies one company failing per year. This now 
necessitated the current study which seeks to establish 
the determinants of financial distress in insurance 
companies in Kenya. The findings attempt to inform the 
stakeholders and regulators on signs to watch to prevent 
further collapse of the insurance companies in Kenya. 
 
Literature Review 
According to Baldwin and Scott (1983), when a firm's 
business deteriorates to the point where it cannot meet 
its financial obligations, the firm is said to have entered 
the state of financial distress. The first signals of distress 
are usually violations of debt covenants coupled with the 
omission or reduction of dividends. Financial distress is a 
term in Corporate Finance used to indicate a condition 
when promises to creditors of a company are broken or 
honored with difficulty. Sometimes financial distress can 
lead to bankruptcy.  
A study by Dollery (2009) indicated that financial 
distress in companies is hard to evaluate because of 
several reasons. Firstly, different regulators employ 
„mixed approaches to measuring and recording financial 
data‟ with significant „inconsistencies‟ between different 
companies. Secondly, asset valuation was both 
infrequent and typically made different assumptions 
about the longevity of insurance companies` assets. 
Finally, „incomplete‟ financial and asset management 
records, especially in smaller councils, rendered accurate 
comparisons impossible.  
The Financial Sustainability Review Board (FSRB) of 
2005 advanced a quadrilateral set of key financial 
indicators „for assessing insurance companies` financial 
sustainability‟. These indicators were:  
(a) Net financial liabilities as the „key indicator of the 
insurance companies` indebtedness to other sectors of 
the economy‟;  
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(b) Operating surplus or deficit as the „key indicator of the 
intergenerational equity of the funding of the insurance 
companies operations‟;  
(c) Net outlays on the renewal or replacement of existing 
assets as the „key indicator of the intergenerational equity 
of the funding of the insurance`s infrastructure renewal or 
replacement activities‟; and  
(d) Net borrowing or lending as the „key indicator of the 
impact of the insurance companies` annual transactions 
– both operating and capital – upon the company`s 
indebtedness to other sectors of the economy‟.  
 
Firm‟s Efficiency or turnover ratios measure how 
productively the firm is using its assets Brealey et al. 
(2000). The firm efficiency is measured in terms of its 
asset turnover, average collection period and average 
payment period. These components indicate the firm‟s 
viability as well as speed of turning over its assets within 
the year, which determines the firm‟s financial distress. 
 
METHODOLOGY 
This study adopted a survey research design. The study 
analyzed both primary and secondary data. The 
researcher used more than one method of data 
collections in order to enhance generation of deeper and 
broader insights on the area of study and also enable 
confirmation and validation of the collected data 
 
EMPIRICAL RESULTS 
Descriptive analysis of efficiency and financial 
distress  
The researcher sought the respondents‟ view on the 
effect of efficiency on financial distress and the results 
were as illustrated in table 1. 
 
To what degree do you think low ability of firm`s 
asset to generate sales premiums leads insurance 
firms to financial distress in Kenya?  
On the above question 77% of the respondents strongly 
agreed that low ability of a firm`s asset to generate sales 
premiums (Earnings Before Interest Tax Depreciation or 
Amortisation) leads firms to financial distress, 17% just 
agreed while 6% were neutral. The results from table 2 
confirm that low ability of firm assets to generate sales 
premiums has a great influence on the financial distress 
of insurance companies‟ majority of respondents 
agreeing with the statement. 
 
To what degree do you think low level of 
responsibility and lack of independence/lack of good 
governance/ leads insurance firms to financial 
distress in Kenya? 
72% strongly agreed with the statement low level of 
responsibility and lack of independence/ lack of good  
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Table 1: Effect of efficiency on financial distress  
 
Statement Strongly Disagree Disagree Neutral Agree Strongly Agree Total % 
To what degree do you think low ability of 
firm`s asset to generate sales leads to 
firms to financial distress? 
0% 0% 6% 17% 77% 100% 
To what degree do you think low level of 
responsibility and lack of 
independence/lack of good governance/ 
leads firms to financial distress? 
0% 1% 7% 21% 71% 100% 
To what extent do you think the industrial 
relations have its impact on the financial 
distress/failure? 
2% 2% 8% 16% 73% 100% 
To what degree do you think Improving 
Efficiency in operations of insurance 
provides a central purpose and direction to 
the activities of the organization, to the 
staff, that will positively Impact the 
performance of the organization? 
2% 1% 6% 22% 69% 100% 
To what extent does Efficiency correlate to 
business of insurance and hence should 
be taken into account in policy formulation 
0% 1% 8% 19% 72% 100% 
To what extent does Efficiency supports 
performance growth in insurance industry 
hence its understanding leads to 
sustainable growth in the insurance 
sector? 
0% 2% 12% 20% 66% 100% 
Average 0.70% 1.20% 7.80% 19.20% 71.30% 100% 
 
 
 
Table 2: How low ability of firm‟s assets to generate sales leads firms to financial distress  
 
Categories Frequency Percent Valid Percent Cumulative Percent 
Strongly Disagree 0 0 0 0 
Disagree 0 0 0 0 
Neutral 6 6 6 6 
Agree 16 17 17 23 
Strongly Agree 72 77 77 100.0 
Total 94 100.0 100.0  
 
 
 
Table 3: How lack of independence, good governance leads insurance firms to financial distress in Kenya 
 
Categories Frequency Percent Valid Percent Cumulative Percent 
Strongly Disagree 2 2 2 2 
Disagree 2 2 2 4 
Neutral 7 8 8 12 
Agree 15 16 16 28 
Strongly Agree 68 72 72 100.0 
Total 94 100.0 100.0  
 
 
 
governance had an influence on companies` financial 
distress while 16% agreed, 8% were neutral and 2% in 
each case disagreed and strongly disagreed as shown in 
table 3. 
To what extent do you think the industrial relations 
have its impact on the financial distress/failure? 
On the statement that to large extent industrial relations 
has its impact on financial distress/failure 72% of the  
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Table 4: How industrial relations leads firms to financial distress 
 
Categories Frequency Percent Valid Percent Cumulative Percent 
Strongly Disagree 0 0 0 0 
Disagree 1 1 1 1 
Neutral 7 8 8 9 
Agree 18 19 19 28 
Strongly Agree 68 72 72 100.0 
Total 94 100.0 100.0  
 
 
 
Table 5: Improving efficiency in operations of insurance improves performance of insurance 
 
Categories Frequency Percent Valid Percent Cumulative Percent 
Strongly Disagree 2 2 2 2 
Disagree 1 1 1 3 
Neutral 6 6 6 9 
Agree 21 22 22 31 
Strongly Agree 64 69 69 100.0 
Total 94 100.0 100.0  
 
 
 
Table 6: Improving efficiency in operations of insurance improves performance of insurance 
 
Categories Frequency Percent Valid Percent Cumulative Percent 
Strongly Disagree 1 1 1 1 
Disagree 1 1 1 2 
Neutral 7 7 7 9 
Agree 18 19 19 28 
Strongly Agree 67 72 72 100.0 
Total 94 100.0 100.0  
 
 
 
respondents strongly agreed, 19% agreed, 8% were 
neutral and 1% disagreed as shown in table 4. On overall 
response the findings suggest that a greater number of 
respondents believe that organizations can be financially 
stable if they have good industrial relations. 
 
To what degree do you think Improving Efficiency in 
operations of insurance provides a central purpose and 
direction to the activities of the organization, to the 
staff, that will positively Impact the performance of the 
organization? 
Improving efficiency in operations of insurance being a 
central purpose and direction to activities of organization, 
staff hence positively impacting the performance 69% 
strongly agreed, 22% agreed, 6% were neutral, 1% 
agreed and 2% strongly disagreed as shown in table 5. 
This shows a significant relationship between efficiency in 
operations and financial distress. 
 
To what extent does Efficiency correlate to business 
of insurance and hence should be taken into account 
in policy formulation? 
The response mean of the statements were that 72%  
strongly agreed, 19% agreed while 7% were neutral and 
1% of the respondents disagreed and strongly disagreed 
in each case as shown in table 6. This shows that 
insurance companies believe that policy should be 
formulated on the basis of efficiency hence leading to 
reduction of financial distress. 
 
To what extent does Efficiency supports performance 
growth in insurance industry hence its understanding 
leads to sustainable growth in the insurance sector? 
A majority of the respondents (66%) indicated that 
operational efficiency supports performance growth in the 
insurance sector hence understanding leads to 
sustainable growth, with further 20% consenting a large 
extent. The findings table 7 confirmed efficiency 
supporting performance had a great influence on 
Sustainable growth of insurance companies. 
 
Test of Research Hypothesis: There is no relationship 
between efficiency and financial distress in insurance 
companies. 
The research objective was to establish whether 
efficiency is a determinant of financial distress of  
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Table 7: Efficiency supports performance growth in insurance industry 
 
Categories Frequency Percent Valid Percent Cumulative Percent 
Strongly Disagree 0 0 0 0 
Disagree 2 2 2 2 
Neutral 11 12 12 14 
Agree 17 20 20 34 
Strongly Agree 64 66 66 100.0 
Total 94 100.0 100.0  
 
 
 
Table 8: ANOVA of Efficiency 
 
Model Sum of Squares Df Mean Square F Sig. 
1 
Regression 13.112 1 13.112 30.779 .000
b
 
Residual 30.246 71 .426   
Total 43.358 72    
a. Dependent Variable: Financial Distress 
b. Predictors: (Constant), Efficiency 
 
 
 
Table 9: Model Summary of Efficiency 
 
Model R R Square Adjusted R 
Square 
Std. Error of the 
Estimate 
Change Statistics Durbin-Watson 
R Square 
Change 
F Change df1 df2 Sig.  
F Change 
1 .550
a
 .302 .293 .65269 .302 30.779 1 71 .000 1.888 
a. Predictors: (Constant), Efficiency 
b. Dependent Variable: Financial distress 
 
 
 
Table 10: Coefficient of Efficiency 
 
Model 
Unstandardized 
Coefficients 
Standardized 
Coefficients t Sig. 
95.0% Confidence 
 Interval for B 
Collinearity Statistics 
B Std. Error Beta Lower Bound Upper Bound Tolerance VIF 
1 
(Constant) 1.665 .429  3.884 .000 .810 2.520   
Efficiency .633 .114 .550 5.548 .000 .405 .860 1.000 1.000 
a. Dependent Variable: Financial distress 
 
 
 
insurance companies in Kenya. The study used linear 
regression analysis to examine the relationship between 
efficiency and financial distress. The predicted model is 
represented by equation 1 as follows:  
FD = X3 + 3X3 + 3   Equation (1) 
 
The relationship between efficiency and financial distress 
was examined by testing the research hypothesis (H03) 
which stated that: 
H03: There is no relationship between efficiency and 
financial distress in insurance companies. 
 
A linear regression analysis using OLS method of 
estimation was adopted in determining the influence of 
efficiency on financial distress. The ANOVA output in 
table 8 shows a statistically significant model 1, with F-
value (1, 71) = 13.112. 
The model summary of efficiency in table 9 shows model 
1 had a sig. F-value = .000, adjusted R
2 
= 0.293. This 
was interpreted to mean that model 1 was significant in 
predicting financial distress. 
The coefficient of efficiency presented in table 10 
shows model 1 had a significant p-value =.000. The study 
therefore failed to accept H03 at 95% C.I, and instead 
deduced that there was a significant relationship between 
efficiency and financial distress. 
 
Evaluating the model predicted by efficiency 
The significant relationship between efficiency and 
financial distress led to the evaluation of model 1 in  
  
 
 
 
 
tables 8 and 9. Model 1 had an R
2
 = .293, which meant 
efficiency explained 29.3% of the variance in financial 
distress. The model provides a weak fit, but indicates that 
efficiency was one of the potential causes of financial 
distress in insurance companies in Kenya. This 
relationship is presented by the fitted model below; 
FD = 1.665 + 0.633 Efficiency Equation (2) 
 
The fitted model shows that efficiency had a β3 value = 
0.633 as shown in equation (2). Efficiency explained 
63.3% of the determinants of financial distress in 
insurance companies. This meant that a unit decrease in 
efficiency would result in a 63.3% increase financial 
distress. The positive relationship between efficiency and 
financial distress meant that efficiency could significantly 
predict whether the company will be financial distressed 
or not. 
 
DISCUSSION OF FINDINGS 
The study established significant relationship between 
efficiency and financial distress exists, upon evaluation, 
relationship had had an R2 = .293, which meant 
efficiency explained 29.3% of the variance in financial 
distress. The relationship model provides a weak fit, but 
indicates that efficiency was one of the potential causes 
of financial distress in insurance companies in Kenya. 
A further review of the relationship between efficiency 
and financial distress revealed as follows: Low ability of 
the firm`s assets to generate sales (Earnings Before 
Interest and Tax) scored a factor component of 93% as 
likely to lead firms to financial distress. Low level of 
responsibility and independence scored a factor 
component of 86% as likely to cause companies to enter 
in to financial distress. On what extent the industrial 
relations impacts on the financial distress/failure scored a 
factor component of 85%. Improving efficiency in 
insurance industry scored a factor component of 76%. To 
what extent does Efficiency correlate to business of 
insurance and hence should be taken into account in 
policy formulation scored a factor component of 69%. To 
what extent does Efficiency supports performance growth 
in insurance industry hence its understanding leads to 
sustainable growth in the insurance sector received a 
77.0% factor component .All above statements had a 
strong positive factor component with a mean of 81% 
showing that there is a strong relationship between 
efficiency and financial distress. 
 
CONCLUSION 
Insurance firms in Kenya should improve on asset 
utilization in order to realise better companies earnings 
efficiency. Asset Management ratios measure the ability 
of a company to utilize its assets to generate revenues or 
returns. A company with high efficiency in assets 
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utilization is expected to earn more revenues and net 
incomes. Consequently, the company is less likely to face 
financial difficulties when its assets have high ability to 
generate sales premium or sales earnings. 
Secondly, insurance firms in Kenya should improve on 
level of managerial responsibilty, improve on 
independence and also good governance to reduce 
chances of firms failure. It is noted that that financial 
distress triggers an effective change in the managerial 
control over the company, pushing the firm to alter its 
operational strategy in order to raise declined efficiency. 
Other earlier researchers insist upon the unique function 
of financial distress in improving the firm‟s bargaining 
power by instiling sense of responsibility, good 
governance among the management and resolving the 
financial problems facing an organisation (Ofek 1993). 
Thirdly, current study found that 91% of respondents 
agreed that good industrial relations reduce chances of 
financial distress in insurance companies in Kenya. Firms 
with an originally better performance and good industrial 
relations have higher rates of success and need a shorter 
time to regain financial health in cases of short term 
economic shocks. Therefore, financial distress can be 
seen as an efficient selection mechanism which helps to 
reallocate resources in the economy from the poorly 
performing companies in poor industrial relations towards 
better uses, while “good” assets are kept within the 
surviving firm. Insurance companies should therefore 
attempt to maintain good industrial relations to avoid 
possibility of financial failure as a result of industrial 
actions. 
Fourthly, Insurance companies in Kenya should 
improve their firm‟s Efficiency through improved turnover 
ratios used to measure how productively the firm is using 
its assets. The firm efficiency is measured in terms of its 
asset turnover, average collection period and average 
payment period. These components indicate the firm‟s 
viability as well as speed of turning over its assets within 
the year, which determines the firm‟s financial distress. 
The staff of the organization plays a critical role in 
enhancing adherence to company policy in regards to 
credit periods on both customers‟ accounts and payment 
periods on suppliers accounts. All above impacts 
positively on the performance of insurance companies 
which results in decrease in financial distress exposures. 
Fifthly, Insurance firms should review their cash policy 
and enforce the ones in place. From the study findings, 
non adherence to cash management policy in an 
insurance firm was rated as one of the reasons for 
financial distress in insurance firms in Kenya. When the 
firm‟s suppliers are pushing for faster payments, check 
on the creditors‟ policy and enforce through efficiency in 
adherence to credit periods in order to restore confidence 
upon suppliers and minimize panic which can result in  
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non supplies on credit hence straining cash resources. 
Efficiency in servicing company loans is important to 
ensure that incase of needs for additional financing, the 
company can access loans from financiers without much 
problems, therefore policy on company financing should 
be observed. Also policy on debt collection should be 
observed to avoid cases of bad debts and unnecessary 
strain upon company assets. 
Lastly results of this research have shown that the poor 
operating performance of economically weak insurance 
companies is not tolerated for long by the market. As a 
rule, after entering financial distress, the “bad” firms with 
poor future prospects end in liquidation or are acquired 
by other market players. Firms with an originally better 
performance have higher rates of success and need a 
shorter time to regain financial health. 
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